given statistical distribution include incomplete and often segmented capital markets that result from controls on financial transactions both within and among countries; the dependence of net of tax cash flows available to the parent on the firm's overall tax and cash-flow position in various countries; the availability of project-specific concessional finance -loans, guarantees, or insurance against commercial or political risks; and, on occasion, requirements to issue securities-especially equity-within markets partially or totally isolated by barriers to internal or cross-border financial transactions.· Further, the available cash flows and their value to the firm often depend on the specific financing of the project, not only because of concessional financing opportunities, but also because the costs or limits on cross-border transfers often depend on the nature of the fmancial transaction involved, e.g., interest or principal, fees, dividends, or payment for goods.
As a result of these various factors, it is often necessary to distinguish project and parent cash flows, to recognize interactions between the financing and valuation of a project, to take into account dependencies between project valuation and the corporation's overall tax and cash-flow situation, and to incorporate in the valuation criterion the perspectives of multiple investors not sharing a common capital market. Thus traditional weighted-average cost of capital rules that implicitly separate investment and financing decisions often are inapplicable or misleading,2 as well as exceedingly complex. 3 A variety of alternative approaches has been put forward,4 some involving multiple investment criteria,s others requiring the consideration of the "full-system" effects of the project in question,6 and others providing relatively complex criteria reflecting the existence of multiple investors based in less than fully integrated capital markets. 7 This paper seeks to show that an adjusted present value approach (APV), based on the value additivity principle (V AP) that holds for independent projects in complete capital markets, provides a relatively simple framework for evaluating most international projects consistent with state-of-the-art financial practice. It is restricted to projects wholly owned by the parent or whose equity is shared by investors having access to the same relatively complete capital markets. It does not address the valuation of projects by joint ventures in which equity is shared by investors based in markets segmented by barriers 8 or the relative valuation of particular projects by firms based in countries with relatively complete markets and by local firms operating in a more restricted capital marketa potential motivation for direct foreign investment. 9 Special attention is given to the valuation of operating cash flows that are not denominated in any specific currency but that reflect the interaction of inflation rates and exchange rates and of nominal cash flows, such as depreciation tax shields and debt service that are contractually denominated in a specified currency.
